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o

The U.S.

appears determined to maintain

its standard of

living artificially,

through an excessive budget deficit and
short-term consumption.

Need for a Trade/Competitiveness Policy

What should we make of
reverse these trends,

this?

If we are to

and if we are to

avert a

trade war.

It is

time for America to

comprehensive

What does

develop a coherent,

competitiveness policy.

"competitiveness" mean?

of Hewlitt-Packard put

John Young

it well: "Competitiveness,"

he said, "is the ability to meet our competitors
in an open and fair world marketplace, while
increasing, or at least maintaining, our standard
of living."

To accomplish this,
three

pronged attack:

we need a
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1) We must

obtain greater access to

foreign

markets.

2) We

must

reduce the federal budget

deficit.

3) And we must

boost economic productivity.

Increase access...cut the deficit...boost
productivity.

The Trading System: Access

"Access"

is a measure of

our ability to sell

high-quality American products overseas.
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The main problem is with
Ambassador Mike Mansfield's
is
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our relationship with Japan.
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I am sympathetic with
concerns.

But his

simplistic.
Ranger"

And

Congressman Gephardt's

proposal is

rigid.

It's

it takes a unilateral,

"Lone

approach that could undermine our

relationship not only with Japan, but with our
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Finance
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approach.
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GATT fails
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approach or,
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This approach has three main advantages.

First,
to succeed.
us.

But

a multilateral approach is more likely
Japan's trading practices hurt

they hurt many other

countries as well.

These countries are likely to join us.
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Coordinated, multilateral sanctions will have both
a greater
impact

symbolic effect

and a greaterpractical

than unilateral U.S.

retaliation.

Second, a multilateral approach will
vigorate the GATT by demonstrating that

rein-

GATT can

be an effective forum for major trade disputes.

Third, a multilateral approach provides
We won't be

flexibility.
U.S.

locked in to a cycle of
counter-retaliation.

retaliation and Japanese

Instead, we

can expand the negotiations to

not only the elimination of
tices,
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unfair trade prac-

changes in monetary policy,

changes in fiscal policy,
contribution to
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and a greater Japanese

solving the

problem of Third World
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23 action is designed

economic pressure on Japan.
sary changes will not
to do

so through
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Otherwise,

occur.

But
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flexible multilateral

rather than by applying a

mathematical formula that puts
automatic pilot.

the

trade war on
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Competitiveness: Deficit

But

Reduction

let's not kid ourselves.

Access to

and other foreign markets

is

solution.

is improving our

The other part

petitiveness

The most

only part of

the
com-

here at home.

important step we can take is es-

tablishing a saner fiscal policy that
budget

Japan

deficit,

reduces the

steadily and significantly.

Peter Drucker has

pointed

economic circumstances make

out

that

changing

the relative cost of

capital an increasingly important element

of

international competition.

That's bad news, because
is two
it is
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cost of

three times higher in this
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American companies
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cost of
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country than
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is to

to

reduce the

increase domestic savings.

straightforward way
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is

domestic savings

to

reduce the federal

budget

deficit.

Later today

the

debating a budget
billion worth of

That

is scheduled

Senate

resolution that

from Lester Thurow to

Paul

important thing is not

$37

next year.

targets we established

in last year's Gramm-Rudman law.

the

calls for

deficit reductions

will not meet the

to begin

But economists

Volker have said that
meeting the Gramm-

Rudman targets, but demonstrating a serious and
steady committment

A $37

to deficit

reduction.

billion reduction would accomplish

that, without dampening demand

so much that

we

risk a recession.

Competitiveness:

Of course,

The Revenue Element

passing a budget

resolution, by itself, doesn't

really accomplish

anything.

The resolution is just a collection of

words that

establish a goal.

As Shakespeare
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wrote, "Words pay no debts."

It will

than speeches

to reduce

deficit.

and resolutions

It will

take more
the

take a gut-wrenching

reconciliation package of

spending cuts

and tax

increases.

Roughly half of
will

the

be in the form of

$37

deficit

reduction

revenue increases.

first year

translates into

about $18

and almost

billion over four years.

$100

This won't be

billion the

easy to achieve.

past few years, we closed all
Then we closed some more.

the

That

During the

easy loopholes.

Now the hard work

begins.

But
deficit

there is no
reduction.

principles

escaping the imperative
So

of

let me suggest two

that should guide our

tax

deliberations.

First, we must raise revenue in a way that
does not undermine U.S. international competitiveness.
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the Council

As
report

on Competitiveness says in the

released yesterday, "Tax increases that

it

further decrease

business incentives

innovate or that

increase

should reject

cost of

revenue increases
of

increase the cost

invest and

labor will

Consequently, we

competitiveness."

hurt U.S.

labor,
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that would

capital, increase the

cost
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discourage exports.
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Second, we must raise revenue in a way that
does not substantially reopen last year's tax
bill.

U.S. business managers

One of the reasons

for short-term thinking.
short-term thinking may be
tax code.

with the
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for

tinkering
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that tax break now, because it might

better grab
not

are often criticized

be around next year.

We need stability in our

tax code.

We all have
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bill so

But
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year's reform

it would be unwise for us

soon and create
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to reopen the
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Instead, we should give the
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Department time to
give the business

provide

regulatory guidance and

community time to

catch its

breath.

So what's left?
proposed

a collection of Finance

measures that would
years;

The Administration has

raise $30

billion over four

a significant portion of

Administration's package

Committee revenue

the

is viable.

"ESOP Loophole" would raise another

Closing the
$7 billion.

Miscellaneous excise tax increases could raise an
additional $30

That

billion.

leaves

us as much as

$40 billion short.

How we will make up this difference is still
unclear; what is
will

raise

clear,

revenues this

however, is

that

year to help cut

Congress
the

deficit.

Competitiveness:

the CCC

In addition to establishing a sane fiscal
policy framework by reducing the

budget deficit,
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we must make dramatic improvements in our economic
productivity.

Since

1960, U.S.

productivity has grown at an

annual rate of

2.7%.

rate of

Japan's at a whopping 8%.

3.6%.

Britain's has

one of our major trading partners

grown at

a

Every

has experienced

greater productivity growth than we have.

Every

one.

Unless
trade

laws

we become more productive, all
and

reconciliation bills

the

in the world

won't help.

Increasing our productivity requires
serious

and long-term commitment

fundamental

a

to improving the

structure of our economy, including

the quality of

our schools and training programs,

the relationship between our managers and workers,
and the pace

of our technological

However, each
issues

that

ideological

innovations.

of these objectives raises

cut across traditional
boundries.

They cut

traditional Congressional

partisan and

across

committee jurisdictions.
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And they require politically difficult
the way we

worked with several

for these changes,

It now has

a first

almost

step,

Competitiveness

200 members.

the Caucus has

developing a "short-term agenda"
can be enacted

proposals that

of

this

been
legislative

Congress.

are considering proposals in four areas:
Capital Formation, Human Resources,
The Caucus

Technology.
meeting

later

I have

other Senators and Congressmen

to establish a "Congressional

As

in

operate.

To develop support

Caucus."

changes

today to

Steering

We

Trade,

and

Committee will be

review this agenda and

discuss our political strategy for helping enact
legislation.

Conclusion

America is

being tested.

compete in the world market of
and ideas

is

in decades,

being threatened.
Americans face

declining standard of

the

living.

Our ability to
goods,

services,

For the first
specter of a

time

I

.
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I caution you.
one that

The

will require all

problem is a long term
of us

and women, public servants,
parents --

to

--

teachers,

take a closer look at

lives

and businesses.

great

deal of

That

business men
students,

how we run our

exercise will take a

effort and sacrifice,

and time.

it will make America more fit and more competitive.

Thank you.
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